A
Il s LA

DISTRICT OF COLUMBIA PUBLIC SCHOOLS
Budgetary Companson Schedule - Governmental Funds and Supplemental Information
September 30, 2002
(With Independent Auditors” Report Thereon)



DISTRICT OF COLUMBIA PUBLIC SCHOOLS
Table of Contents

September 30, 2002

Page

Independent Auditors” Report 1

Budgetary Companson Schedule — Governmental Funds 3

Motes to Budgetary Comparison Schedule 5
Supplemental Information;

Schedule of Expenditures — Budget and Actual - Governmental 12

Funds - Organization for the year ended September 30, 2002



SUPPLEMENTAL INFORMATION



e

2001 M Straat MW
Washangton, DO 20036

Independent Anditors® Report

To the Members of the Board of Education
of the Dhstrict of Columbaa:

We have audited the accompanying Budgetary Comparison Schedule — Governmental Funds of the District
of Columbia Public Schools (DCPS), which represenis a portion of the Dhstrict of Columbia’s General
Fund and Federal & Private Resources Fund, for the year ended September 30, 2002. This schedule 15 the
responsibility of the DCPS’s management. Cur responsibility 1s to express an opinion on this schedule
based on our audil.

We conducted our sudit 1 accordance with auditmg standards penerally accepted in the Umited States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the Budgetary Comparison Schedule — Governmental Funds is free of material misstaternent. An
awdit includes examining, on a test basis, evidence supporting the amounts and disclosures in Budgetary
Comparison Schedule - Governmental Funds. An audit also includes assessmg the accounting principles
used and significant estimates made by management, as well as evaluating the overall schedule
presentation. We believe that our audit provides a reasonable basis for our opinion.

Az discussed mnonote 1, the schedule presents only the DCPS’: original budget, final budget and actual
revenues, expendilures and other sources/uses, which i3 not a complete presentation of the financial
position or changes in financial position of the Dhstrict of Columbia Publics Schools or the District of
Columbia, Furthermore, the accompanying schedule presents only a portion of the District of Columbia’s
Creneral Fund and Federal & Private Besources Fund and it does not purpord to, and does not, present the
financial position or changes in financial position of the District of Coluombia Public Schools or the District
of Columbia as of September 30, 2002,

In cur opinion, the Budgetary Comparison Schedule — Governmental Funds, presents fairly, in all material
respects, the original budget, final budget and actual revenues, expenditures and other sources/uses of the
DCPS, which represents a portion of the District of Columbia’s General Fund and Federal & Private
Resources Fund, for the year ended September 30, 2002, in conformity with accounting principles
generally accepled i the United States of America.
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Chur audit was conducted for the purpose of forming an opinion on the Budgetary Comparison Schedule -
Governmental Funds. The Schedule of Expenditures - Budget and Actual - Governmental Funds —
Crgantzation 15 presented for purposes of addibonal enalysis and is not part of the Budgetary Comparison
Schedule — Governmental Funds, The Schedule of Expenditures — Budget and Actual — Governmental
Funds- Organization has been subjected to the auditing procedures applied in the audit of the Budgpetary
Comparison Schedule - Governmental Funds and, in our opinion, 1= fairly stated in all material respects in
relation to the Budgetary Comparison Schedule — Governmental Funds taken as a whole.

KPMe LLP

Tanuary 24, 2003
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District of Columbia Public Schools
Fiscal Year Ended September 30, 2002

(1)

Notes to the Budgetary Comparison Schedule — Governmental Funds
{Dalfars in Thousands)

Summary of Significant Accounting Policies
Background

The mission of the District of Columbia Public Schools (DCPS andfor the Schools) is to
provide a comprehensive system of publicly supported education for students from
pre-kindergarten through grade twelve. Services include programs at the elementary,
jumior and senior high school levels, as well as special education for handicapped
students and career training opportunities for adults at career development centers.

The Schools are an independent, but not legally scparate, agency of the District of
Columbia (Ihstrict) and are included in the District’s budgetary request to the United
States Congress (Congress). The School's budget is subject to approval by the Council of
the District, and is subject to congressional appropriation as part of the overall budget
appropriation for the District government for each fiscal period.

The accounting and reporting policies followed by the Schools in the presentation of the
Budgetary Comparison Schedule —-Governmental Funds conform o accounting principles
generally accepted in the United States of America as applicable to governmental unils
(GAAP). The following is 2 summary of the Schools” significant accounting policies.

Financial Reporting Entity

The Schools are considered an agency of the District’s reporting entity because of its
fiscal dependence on the District; significant portions of the School’s revenue are
recerved from the Distnict. In fiscal year 2002, the Schools received appropriations from
the Disirict representing twenty percent (20%) of the District’s total general fund
revenue, Further, the Schools are subject to the budgetary procedures followed by the
Dristrict in its annual request lo Congress. As an agency of the District, the financial
position and results of operations of the Schools are included in the District’s basic
financial statements.

The accompanying schedule presents only the DCPS’s original budget, final budget and
actual revenues, expenditures and other sources/uses, which is not a complete
presentation of the financial position or changes in financial position of the District of
Columbia Public Schools or the District of Columbia. Furthermore, the accompanying
schedule presents only a portion of the District of Columbia’s General Fund and Federal
& Privale Resources Fund and is not intended to present the financial position or changes
in financial position of the District of Columbia Public Schools or the District of
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Columbia as a whole in conformity with accounting principles generally accepted in the
United States of America,

Excluded from the accompanying schedules are:
m Depreciation on all capital assets used by the schools;

® [nierest expense and related debt service costs on general obligation debt issued by
the District o fund schools capital improvements program; and

m Financial operations of the District of Columbia Public Charter Schools,
Basis of Presentation
Basis of Accounting

The basis of accounting refers to the timing of recognition of revenues and expenditures.
The accounting and financial reporting treatment applied is determined by its
measurement focus. The activity accounted for in the Budgetary Comparison Schedule-
Governmental Funds use a current financial resources measurement focus.

The modified accrual basis of accounting is used by the governmental funds from which
the information in the schedules is derived. Under the modified accrual basis of
accounting, revenues are recorded when susceptible to accrual, i.e., when they become
both measurable and available. “Measurable™ means the amount of the transaction can be
determined and “available” means collectible within the current accounting period or
soon enough thereafter to be used to pay liabilities of the current period. Expenditures are
recorded when the related fund hability 15 incurred.

Significant revenucs susceptible to accrual are intergovernmental revenues. In applving
the “susceptible to accrual™ concept to intergovernmental revenues (Federal and District),
the legal and contractual requirements of the numerous individual programs are used as
suidance, There are essentially two types of intergovernmental revenues. In one, monies
must be expended on the specific purpose or project before any amounts will be paid to
the Schools; therefore, revenues are recognized based upon the expenditures recorded. In
the other, monies are virtually unrestricted as to purpose of expenditure and are usually
revocable only for fmlure to comply with prescribed compliance requirements. These
resources are reflected as revenues at the time of receipt or earlier if the susceptible to
accrual criteria are met.

Local Revenues-2002

Local revenues represent an allocation of the District of Columbia's General Fund
revenues that support the operations of the Schools. The amount of allocation is limited,
by the Appropriation Act, to only amounts originally approved, subsequent supplemental

appropriations, and reprogrammings.

NMNotes fo tive Budpetary Comparizen Schedule-Governmenial Funds 6



Compensared Absences

The School’s policies allow employees to accumulate unused sick leave with no
maximum limitation. Vacation (annuoal) leave may be acecumulated up to 240 hours,
depending on the employee’s length of service. The schools records, as an expenditure in
the schedule, only amounts to the extent that the sick and vacation leave mature or come
due for payment.

Judgmenis and Clatms

The Schools record judgments and claims to the extent they are to be funded from their
appropriations. The claims and judgments that are recorded by Schools consist of
emploves wage suits, claims resulting from umon negotiated contracts, special education
suits, and adjustments of federal awards. All other major judgments and claims are
appropriated in another functional level of the District of Columbia budget.

fnterfund Activity

The effect of interfund activity has been eliminated from the schedule except for charges
from the District’s water and sewer function.

Indirect Cazts

The District and the Schools do not allocate indirect costs to the functional levels for

budgetary and actual purposes and that these costs are not included in accompanying
schedule.

Fringe Benefits

The fringe benefits for employees of the District are budgeted and cxpended at the
functional level. Health, disability, workers compensation and retirement benefits
associated with Schools employees are included in the accompanying schedule,

Repairs and Maintenance

Costs of repairs and maintenance to capital assets wtilized by the Schools are budgeted
and expended at the Schools functional level and are included in the accompanying
schedule. Costs of improvements to capital assets are budgeted and expended in the
District’s Capital Projeet Fund and are not included in the scecompanying schedule.

Budgets and Budgetary Conirol

The budgetary data for the Schools’ Budgetary Comparison Schedule - Governmental
Funds was a component of the overall Distnct of Columbia budget request approved by
the LI.5. Congress. Although the Board of Education developed a separate budgel request,
which was submitted to the Mayor to support the Schools’ fiscal 2002 operational needs,

Motex o e Budpetary Comparison Schedules-Governmenial Funds T



the budget ultimately approved and included in the accompanying schedule represents
primarily an allocation from the District’s final approved budget. In fiscal year 2002,
DCPS also was eligible to receive an advance of up to §74.371 from its FY 2003
appropriations to be used in fiscal year 2002 for start-up expenditures related to the 2003
school year. Of the FY 2003 appropriations, DCPS spent $1,527, which, in accordance
with the District’s budget policies, is included in the schedule for budgetary and actual
purposes a5 Local Revenues-(3

Process

About February | of each vear, the Mayor submits to the Council an all sources budget
for the general fund, for the fiscal year commencing the following October 1. The
Couneil holds public hearings and adopts the budget through passage of a budget request
act, The Mayor may not forward and the Council may not adopt any budget for which
expenditures and other financing uses exceed revenues and other financing sources. A
project-length financial plan is adopted for the General Capital Improvements Fund.
About April 1 of each year, the Mayor approves the adopled budget and forwards it to the
President of the United States for review. About April 15 of each year, the President
submits the reviewed budget to Congress, which conducts public hearings and enacts the
budget and the authorized Federal payment in licu of taxes though passage of an
appropriation law,

Appropriation Act

The legally adopted budget is the annual appropriation public law (Appropnation Act)
enacted by Congress and signed by the President. The Appropriation Act authorizes
expenditures at the function level or by functional category, such as Public Safety and
Justice, Human Support Services or Public Education. Congress must enact a revision
that alters the total cxpenditures of any function. The District may request a revision to
the appropriated expenditure amounts in the Appropriation Act by submitting to the
President and Congress a request for a supplemental appropriation.

Pursuant to the Reprogramming Policy Act (D. C. Code 47-361), the District may
reallocate budget amounts within functions. The appropriated budget amounts in the
Budgetary Comparison-Governmental Funds include all approved reallocations This
schedule reflects budget to actual compansons at the object level. Total Appropriated
actual cxpenditures and uses may not legally exceed total appropriated budgeted
expenditures and uses for the Schools, which is at the function level for the District of
Columbia. An unfavorable expenditure variance in the budgetary statement for a function
is a violation of the Anti-Deficiency Act (31 U.S.C. 1341). There was no violation for the
year ended September 30, 2002.

The Appropriation Act specifies expenditures and net surplus or deficit of revenues. The
Appropriation Act does not specify revenue amounts. The legally adopted revenue budget
1§ based primarily on the revenue estimates submitted to the President and Congress as

MNotes o the Budeerary Comparizon Schedule-Covernmental Fiomds B



(2)

maodified through legislation. Local revenues include an allocation of a portion of these
funds to Schools

Retirement Plans
Teachers' Retirement Plan

The Teachers” Retirement Plan is a component of the District’s Retirement Program,
which 15 a single-employer defined benefit pension plan covering the Schools’ teachers
and other District employees. Benefits are payable to employees at retirement or
disability, and refunds are made vpon death or termination prior to retirement.

Participants contribute seven percent (7%) of their salaries; the District and Federal
governments make contnbutions based wpon actuarially determined funding
requirements. The District’s did not make a contribution to the Teachers' Retirement Plan
for the vear ended September 30, 2002,

Teachers who retire at age 55 with 30 years of service, at 60 with 20 vears, or at 62 with
5 years are entitled to an annual annuity, payable monthly for life, equal to one and a half
percent (1.5%) of their average salary for the highest consecutive 3 years for each year of
service up to 5 years, 1.73 percent for each year over 5 years, and 2 percent for each year
over 10 years, up to a maximum of 80 percent excluding credit for unused sick leave.
Benefits vest upon reaching 5 years of service and increase afler retirement based upon
inflation. Refunds are made if separation occurs before 5 vears of service.

Additional information relating to this plan is available in the District's Comprchensive
Annual Financial Report (CAFR) for the year ended September 30, 2002.

Civil Service Retirement Kystem

The Schools administrative and support employees hired before October 1, 1987,
participate in the United States Civil Service Retirement System (the System). Employees
and the Dhsirict each contribute seven percent (7%) of the employees’ salaries to the
federal government, which administers the plan. The federal government provides
additional health care and life insurance benefits to certain retired Schools’ administrative
and support employees under the Federal Employees’ Health Benefits Program and the
Federal Employees’ Group Life Insurance Program with no liability to the Schools.

Districe Reffrement Plan

MNon-teaching employees hired subsequent to September 30, 1937 participate in the
District’s Retirement Plan discussed below and the United States Social Security System.
The Disinet Retirement Plan is a defined contribution plan (D.C. Code 1-627) with a
qualified trust under Internal Revenue Code Section 401 for permanent full-time
emplovees covered by the Social Security System, The District contributes seven percent
(7%} of base salanes each quarter on behalf of employees, who are not required to make

Notes ta the Budeeiary Comparizon Schedules-Covermmeninl Funds 9
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contributions. There are no non-employer contributions under this plan. The Schools’
employees covered under this plan vest fully afier four years of scrvice, following a
one-year waiting peried. Contributions cease if separation occurs before five years of
credited service. Contributions are not assets of the District, which has no further liability
to this plan.

Deferred Compensation Plan

Under the District-sponsored Deferred Compensation Plan established pursuant to
Section 457 of the Internal Revenue Code, the Schools’ non-educational employees may
defer up to $11,000, if under the age of fifty, and $12,000, if over the age of fifty in
calendar year 2002, Compensation deferred and income earned are taxable when paid or
made available to the participant or beneficiary upon retirement, death, termination or
unforeseeable emergency.

Commitments and Contingencies

Operating Leases

The Schools lease office space from the District under an intra-district arrangement. In
addition, other lease expenditures include equipment, buses and other vehicles. The total
lease expenditure for year ended September 30, 2002 is in the amount of $18,142. Future
mimimum lease payments under the operating leases at Seplember 30, 2002 arc as
follows:

Xear Amounts
2003 $7.033
2004 5,763
2005 5,883
2006 5,977
2007 6,088

Total future minimum lease payments 331,644
Self-Insurance

The Schools, as an agency of the Distriet, participate in the Districts’ self-insurance
activities. The District, through a separate appropriation, pays all significant losses
arising from a lack of insurance. No significant losses occwrred during the vear ended
September 30, 2002. Information regarding the District's outstanding liability at
September 30, 2002 is presented in the District’s CAFR. No separate information related
to the Schools 15 available.

Federally-Assisted Grant Programs

The Schools are a recipient of various federal awards used in a variety of educational
programs. The Schools are subject to audits in accordance with the Single Audit Act

Nores to the Budgetary Comparizon Schedule-Governmertal Funds 10



Amendments of 1996 and the grant programs may be subject to additional financial,
programmatic and compliance audits by the respective federal grantor agencies.

MNotes to the Budgetary Comparizson Sehedules-Governmental Funds 1
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